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•  This  Just  In:  Environ- 
mental bond  bill,  see 
page  3 

•  Committee's  bill  log, 
see  page  3 


Taxpayers  digging  deeper  eor  big  dig 

TfMES  HAVE  CUA-^GED  SINCE   1  990  REPORT  WAS  RELEASED 


In  November  1990,  invest- 
ment banking  firm  Lazard 
Freres  &  Co.  released  a  re- 
port on  the  financing  plan  for 
the  Central  Artery/Tunnel  pro- 
ject. 

The  Commonwealth's  share 
of  the  Big  Dig's  projected  cost 
at  the  time,  pegged  at  $5  bil- 
lion, was  some  $700  million  or 
14  percent,  according  to  the 
report 

The  federal  government  was 
expected  to  fund  $4.3  billion, 
or  86  percent 

Times  have  sure  changed  in 
12  years. 

The  estimated  cost  has  bal- 


Workers  at  a  Big  Dig  construction  site  near 
South  Station.  (Boston.com,  2000) 

looned  to  its  current  $14,625 
billion  price  tag.  Massachu- 
setts is  responsible  for  picking 


up  $6,076  billion  of  the  tab,  or 
42  percent  That  represents 
an  increase  of  over  600  per- 
cent from  1990. 

The  federal  government  is 
responsible  for  the  remaining 
$8,549  billion,  or  58  percent 

But  there  is  a  catch.  If  con- 
struction costs  continue  to 
mushroom  —and  that  is  more 
I  likely  than  not  —the  state  is 
liable    for    any  additional 
amount  spent 
In  other  words,  the  federal 
"  government  has  capped  the 
amount  they  are  willing  to  pitch 
in  at  -you  got  it  -  $8,549  bil- 
(Continued  on  page  2) 


Rep.  Marie  J.  Parente 

A  MESSAGE  FROM  THE  CHAIR 


This  Newsletter  is  an 
effort  to  keep  the 
channels  of  communi- 
cation open  and  to 
update  Members  on  important 
bills  and  issues  facing  the 
Committee. 

To  accentuate  the  state  of 
fiscal  crisis  facing  not  only 
long-term  state  capital  pro- 
jects, but  the  Commonwealth 
as  a  whole,  the  broken  piggy- 
bank  icon  above  will  symbolize 
that  point  When  the  economy 
improves,  the  icon  will  change. 

Despite  wh^^our  critics  may 
say  about  Beacon  Hill,  the  cri- 
sis is  real  and  the  revenue 
reports  prove  it  According  to 
Department  of  Revenue  statis- 


tics, revenue  collections 
dropped  26.9  percent  in  May 
compared  to  the  previous 
year.  Compare  that  with  a 


*  m  •  If 


Rep.  Parente  of  MUford  was  ap- 
pointed Chair  in  November  200t 


21.9  percent  growth  rate  in 
April  2001. 

To  do  our  part  the  Commit- 
tee is  pledged  to  continue 
rooting  out  all  unused  bond 
authorizations  and  ending  the 
voodoo  politicking  of  cashing 
in  on  bonds  to  cover  stale  op- 
erating costs  (see  story  on 
page  3). 

This  being  the  Newsletter's 
premier  edition,  comments  are 
welcome  from  the  Members 
about  its  content  and  design. 
Feel  free  to  call  or  e-mail  me. 
My  contact  information  is  on 
the  back  page. 
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What  is  a  bond? 

What  determines  a 
good  credit  rating? 

Starting  next  edition, 
the  Newsletter  will  fea- 
ture a  Q  &  A  coluMn 
relating  to  long-term 
debt  issues. 

Send  questions  to: 
Susan. Dzikowski@hou. 
state,  ma.  us 


'Ironically,  L/3!(ard 
Freres     Co.  reported 
in  1990  that  the  entire 
state  share  of  the  Big 
Dig  could  he  funded 
through  revenue  bonds 
by  raising  the  gasoline 
tax." 


NEWS  ALERT 

Koreena  Larson,  a  Committee 
financial  analyst  will  marry 
Patrick  Shaw  of  Grafton,  New 
York,  at  an  Aug.  3  wedding 
ceremony  in  Binghamton,  NY. 


VISIONS 

Rep.  Frank  M.  Hynes,  Vice-Chair 


Speaker  Finneran's 
establishment  of  the 
Committee  on  Long 
Term  Debt  and  Capi- 
tal Expenditures  five-and-a- 
half  years  ago  has  served  the 
Commonwealth  and  its  citi- 
zens well. 

The  Legislature  is  more 
thoughtful,  responsible,  and 
frugal  in  its  consideration  of 
capital  expenditure  matters. 

The  Legislature  works  more 
cooperatively  and  knowl- 
edgeably  with  the  Administra- 
tion, as  it  creates  a  Five-Year 
spending  plan. 

The  Legislature  is  more  de- 
manding ana^**gxacting  \r\'  re- 
moving .^^putdatedawsprojects  - 
from  the  approved,  authorized 
funding  schedule. 
Thus,  the  total  authorized, 


unissued  debt  of  the  Com- 
monwealth remains  stable 
and  predictable,  permitting 
Bond  rating  agents  to  have 
more  confidence  and  trust  in 
the  Commonwealth's  fiscal 


Rep.  Hynes 

management  systems,  and 
occasioning  bond  rating  in- 
creases over  the  past  several 
years. 

Members  of  this  important 
Committee  quickly  develop  an 


interest  in  and  knowledge  of 
the  Commonwealth's  capital 
needs  and  serve  our  citizens 
well  by  requiring  prudent,  re- 
sponsive management  of  the 
state's  capital  needs. 

□ 

Rep.  Hynes  is  a  Marshfield  De- 
mocrat who  has  served  as  a 
state  legislator  s/nce  1983.  He 
represents  Marshfield  and  Sci- 
utate  in  Plymouth  County.  In 
addition  to  serving  on  LTD,  he 
is  a  member  of  House  Post 
Audit  and  Oversight.  Prior  to  his 
House  tenure,  he  was  a  Marsh- 
field selectman  from  1980-83. 
Ordained  a  Catholic  priest  in 
1966,  Rep.  Hynes  worked  as  a 
missionary  in  Korea  before  he 
left  the  priesthood  in  1973. 


State  digs  deeper  hole 

Feds  cap  their  funding  at  S8.55  billion 


►  BIG  DIG 

(Continued from  page  I) 
lion. 

The  Committee  on  Long 
Term  Debt  plays  a  key  role  in 
financing  the  Big  Dig  by  mak- 
ing recommendations  on 
capital  bond  authorizations  — 
either  reporting  them  out  fa- 
vorably or  not  Bonds  are  one 
of  our  specialties. 

For  the  Big  Dig,  $1,598  bil- 
lion in  Commonwealth  Gen- 
eral Obligation  Bonds  have 
been  approved  by  the  Legisla- 
ture since  construction  began 
in  late  1991.  The  amount 
represents  11  percent  of  total 
funding.  Of  note  is  that  the 
state  will  pay  approximately 
$967  million  in  interest  on 
these  bonds,  in  addition  to 
the  principal,  for  a  grand  total 
of  $2,565  billion. 

GO  bonds  are  funded  via 
the  Governor's  Rve-Year  Capi- 
tal Plan. 

The  Massachusetts  Turn- 
pike Authority  and  the  Massa- 
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Source:  Committee  on  Long  Term  Debt 
Design:  Koreena  Larson,  Financial  Analyst 

chusetts  Port  Authority  are 
third  party  sources  of  funding 
for  the  Big  Dig.  The  Pike's 
share  is  $1,885  billion,  or  13 
percent  Massport  will  fund 
$365  million,  or  2  percent  of 
the  project  The  remaining 
$2.2  billion  is  funded  by  the 
Infrastructure  Fund  ($2,078 
billion)  and  from  interest  gen- 
erated by  the  Owner  Con- 
trolled Insurance  Program 
($150  million). 


Ironically,  Lazard  Freres  & 
Co.  reported  in  1990  that  the 
entire  state  share  of  the  Big 
Dig  could  be  funded  through 
revenue  bonds  by  raising  the 
gasoline  tax. 

□ 

*  The  state  will  reimburse 
$400  million  of  the  MTA's  con- 
tribution via  contract  assis- 
tance through  2045. 
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Commentary 


Dispelling  the  notion  of  "bacon  hill 


Bacon  Hill."  That  was 
the  front-page  head- 
line in  a  major  Bos- 
ton newspaper  in 
mid-June.  The  lead  para- 
graphs criticized  the  House 
leadership  for  treating  them- 
selves to  a  "multimillion-dollar 
pork  bonanza  in  a  new  envi- 
ronmental bond  bill,"  referring 
to  a  $424  million  borrowing 
bill  earmarking  money  for  im- 
provements to  the  Common- 
wealth's parks,  trails,  ponds, 
swamps,  etc. 

The  article  went  on  to  say 
that  the  bond  offering,  the 
equivalent  of  "flashing  the 
state's  credit  card,"  comes  at 
a  time  when  the  Legislature  is 
"scrambling  to  fill  a  $2.5  bil- 
lion cash  budget  deficit  that 
yawns  wider  every  month." 

We  take  issue  with  the  way 


this  article  was  presented  for 
two  main  reasons.  Rrst,  it 
gives  the  appearance  to  read- 
ers that  the  state  has  already 
flashed  its  credit  card  in  the 
midst  of  a  fiscal  crisis,  which 
is  not  the  case:  The  Governor 
makes  the  final  decisions  on 
which  authorized  line  items  in 
the  bill  are  funded  as  part  of 
the  Executive  Office  of  Envi- 
ronmental Affairs'  Five-Year 
Capital  Plan.  That  fact  did  not 
appear  until  the  end  of  the 
story. 

Second,  even  if  the  bill  is 
passed  in  rts  current  form. 
Environmental  Affairs  has  an 
annual  spending  cap  under  its 
Plan.  The  current  cap  for  FY02 
is  $132  million  and  decreases 
each  year  until  rt  reaches 
$125  million  for  both  FY05 
and  '06.  Repeat  —the  state 


would  not  be  able  to  spend 
the  entire  $424  million  in  a 
single  year  even  if  it  wanted 
to.  EA's  total  five-year  cap  is 
$636  million. 

There  is  a  total  $1.2  billion 
annual  spending  cap  on  bond 
bills  for  all  of  the  state's  agen- 
cies and  secretariats. 

The  Committee  would  also 
like  to  point  out  that  the 
House  significantly  pared 
down  the  $1  billion  Senate 
version  of  the  environmental 
bond  bill  approved  earlier  this 
year. 


THE  MASS  HIGHWAY  EXAMPLE 

HOW  THE  COMMONWEALTH  PAYS  FOR  FTS  EMPLOYEES 


Imagine  you  own  a  private 
company  which  employs 
thousands  of  workers.  To 
run  an  efficient  business, 
you  would  pay  their  salaries 
out  of  your  operating  budget 
right?  Paying  them  out  of  your 
capital  budget  —  in  other 
words,  swiping  your  credit 
card  —would  amount  to  bad 
business  practices.  Not  only 
would  you  be  paying  the  princi- 
pal of  the  salaries,  but  also 
interest  accrued  on  them  until 
the  balance  is  paid  off. 

So,  if  you  paid  a  $40,000 
salary  over  20  years  at  an  in- 
terest rate  of  5  percent  the 
total  salary,  counting  principal 
and  interest,  would  be 
$64,194. 

The  latter  business  philoso- 
phy does  not  exist  at  the  state 
level  in  Massachusetts,  right? 
Wrong! 

The  practice  of  floating 
bonds  to  pay  operating  costs. 


such  as  employee  salaries, 
has  mushroomed  in  the  past 
decade. 

The  Commonwealth  cur- 
rently pays  for  1,219  full-time 
equivalent  (FTE)  positions  out 
of  its  capital  budget 

Take  the  example  of  the 
Massachusetts  Highway  De- 
partment's record  over  the 
past  12  years. 

Mass  Highway  currently  pays 
1.001  of  its  2,042  FTE  posi- 
tions, or  nearly  half,  out  of  its 
capital  budget  That  repre- 
sents 80  percent  of  the  state's 
1,219  FTEs  paid  out  of  the 
capital  budget 

Compare  that  to  1990,  when 
446  out  of  3.073  Mass  High- 
way FTEs.  or  15  percent  were 
paid  from  capital  funds.  (By 
capital  funds,  we  mean  bor- 
rowed money  repaid  over  up 
to  20  years  with  interest,  usu- 
ally set  at  around  5  percent) 

And  that  trend  is  expected  to 


increase  even  more  in  the 
coming  years.  The  FY03  pro- 
jection is  that  1,372  Mass 
Highway  FTE  positions  will  be 
paid  from  capital  funds. 

From  1990  to  2002,  Mass 
Highway  reduced  its  workforce 
by  1,031  via  attrition  and  a 
1993  early  retirement  pack- 
age. Since  then,  approxi- 
mately 200  maintenance 
workers  were  replaced  by  con- 
tracting outside  services. 

While  Mass  Highway  cannot 
afford  to  replace  the  remain- 
ing 831  positions,  their  work- 
load has  not  decreased.  In 
addition  to  the  Big  Dig  project 
Mass  Highway  is  required  by 
law  to  carry  out  an  annual 
$400  million  state  road  and 
bridge  program. 

Using  borrowed  money  to 
pay  operating  expenses  costs 
the  state  big  bucks.  But  what 
is  the  alternative?  a 


THIS  JUST  IN 


The  House  approved  a 
$596.5  million  environ- 
mental bond  bill  June  25  by 
a  123-18  vote.  The  Senate 
recently  approved  its  own  $1 
billion  package.  It  will  be- 
come a  dead  issue  unless 
both,  chambers  agree  on  a 
compromise  bill  in  a  Confer- 
ence Committee  by  July  31, 
the  end  of  the  legislative  ses- 
sion. The  spending  on  bond 
bill  projects  must  then  be 
approved  by  the  Governor, 
who  decides  whichltems  are 
funded.  a 


"The  practice  of  floating 
bonds  to  pay  operating 
costs,  such  as  employee 

salaries,  has 
mushroomed  in  the  past 
decade. " 


COMMITTEE  BILLS 

Long  Term  Debt  has  reported 
on  15  bond  bills  since  the  be- 
ginning of  the  current  session, 
5  of  which  have  since  become 
law,  including  a  $17.5  million 
special  obligation  bond  for  the 
Springfield  Convention  Center, 
and  $260  million  in  GO  bonds 
for  the  Big  Dig  Project  and 
MBTA  forward  funding.  There 
are  12  bond  bills  pending  in 
Committee,  including  a 
$101.8  million  bond  bill  for 
capital  facility  improvements 
and  several  terms  bills. 

-Compiled  by  Jay  Newsome, 
Committee  Counsel 
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Mission  of  the  Committee: 

"It  shall  be  the  duty  of  the  Commit- 
tee on  Long  Term  Debt  and  Capital 
Expenditures  to  review  all  legisla- 
tion providing  for  the  giving,  loaning,  or 
pledging  of  the  credit  of  the  Common- 
wealth (see  Article  LXII  of  the  Amend- 
ments to  the  Constitution,  as  amended  by 
Article  LXXXIV).  Said  Committee  shall  be 
responsible  for  evaluating  such  legislation 
and  determining  the  appropriatene^  of 
enacting  new  legislation  containing  in- 
creased bond  authorizations  for  the  Com- 
monwealth." 

—Rule  17D  of  House  Rules 


2001-2002  Committee  Members: 

Rep.  Marie  J.  Parente,  Chair  (D-Milford) 

Rep.  Frank  M.  Hynes,  Vice-Chair  (D-Marshfield) 

Rep.  David  L.  Flynn  (D-Bridgewater) 

Rep.  J.  James  Marzilli,  Jr.  (D-Arlington) 

Rep.  Jay  R.  Kaufman  (D-Lexington) 

Rep.  Brian  Knuuttila  (D-Gardner) 

Rep.  Cheryl  A.  Rivera  (D-Springfield) 

Rep.  Thomas  M.  Stanley  (D-Waltham) 

Rep.  James  M.  Murphy  (D-Weymouth) 

Rep.  Cele  Hahn  (R-Westfield) 

Rep.  Robert  S.  Hargraves  (R-Groton) 
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What  is  the  largest,  most 
expensive  capital  project  in 
the  state?  If  you  answered  the 
Central  Artery  project  (state's 
share  of  the  cost  is  $6.5  bil- 
lion), a  lot  of  Massachusetts 
residents  would  agree  with 
you. 

Surprise!  At  $10.5  billion, 
the  building  of  the  Common- 
wealth's schools  is  number 
one.  The  state's  obligation  for 
hundreds  of  grants  awarded 
totals  $5.5  billion  in  principal 
and  interest  under  the  state's 
traditional  reimbursement 
program.  The  cost  of  the  wait- 
ing list  projects  adds  another 
$5  billion. 

There  are  286  projects  on  the 


Congratulations  to  the 
Massachusetts  Senate  for 
its  long-awaited  inclusion 
of  a  Senate  Long  Term 
Debt  Committee. 

The  House  Long  Term 
Debt  Members  and  I  are 
eager  to  work  with  Senator 


grant  approval  waiting  list  for 
school  building  assistance. 

The  state  would  save  at  least 
$26  million  per  year  by  issu- 
ing General  Obligation  (G.O.) 
bonds  up  front  to  finance  the 
building  of  schools.  In  most 
cases,  these  deals  are  made 
with  local  banks.  Many  cities 
have  already  begun  construc- 
tion of  projects  on  the  waiting 
list  and  the  deals  they  make 
are  expensive. 

The  state  needs  to  relinquish 
its  ATM  machine  method  of 
funding  schools.  It  can  no 
longer  afford  to  be  a  partner 
in  such  an  expensive  reim- 
bursement program  when  far 
less  expensive  funding  alter- 


natives exist. 

State  funding  using  G.O. 
bonds  may  be  a  better  way  to 
pay  for  the  building  of  the 
Commonwealth's  schools  for 
the  following  reasons: 

The  state  is  able  to  get  a 
lower  interest  rate  on  the 
bonds  they  take  out  (currently 
around  4.5%  as  compared  to  a 
6%  interest  rate  for  most  cit- 
ies and  towns).  Interest  cost  is 
71%  of  principal  under  tradi- 
tional funding  method  versus 
54%  using  state-issued  Gen- 
eral Obligation  (G.O.)  bonds. 

In  the  past  ten  years,  the 
annual  operating  budget 

{Continued  on  page  2) 


REP.  MARIE  J.  PARENTE 

A  MESSAGE  FROM  THE  CHAIR 


Mark  Montigny  (D-New  Bed- 
ford), Chair  of  the  new  commit- 
tee, and  with  Senate  President 
Robert  Travaglini  (D-East  Bos- 
ton). 

Debt  and  debt-related  expenses 
in  the  operating  budget  have 
(Continued  on  page  2) 


Photo:  Rep.  Parente 


HOUSE  COMMITTEE  ON  LONG  TERM  DEBT  AND 
CAPITAL  EXPENDITURES 


Volume  1 ,  Issue  2 


Page  2 


WHAT'S  NEW 

The  bond  rating  of  the 
Massachusetts  Bay 
Transportation  Authority 
(MBTA)  was  upgraded 
recently.  Analysts  at 
Moody's  Investors  Ser- 
vice boosted  the  rating 
from  Aa3  to  Aa2. 

MBTA  officials  cited 
its  hiring  of  a  new  com- 
muter rail  operator  and 
the  reduction  in  staff, 
among  others,  for  the 
upgrade. 

The  MBTA  has  serious 
issues  that  need  to  be 
addressed.  The  Commit- 
tee on  Long  Term  Debt 
&  Capital  Expenditures 
is  very  concerned  that 
the  MBTA  has  yet  to 
address  its  $5  billion 
deferred  maintenance 
program. 


PROFILE:  REP.  DAVID  L.  FLYNN,  DEAN  OF  THE 
HOUSE  &  VICE-CHAIR  OF  THE  COMMITTEE 


Representative  David  L. 
Flynn,  Dean  of  the  House. 

8th  Plymouth  District  -  The 

Town  of  Bridgewater  in  the 
County  of  Plymouth,  Precinct 
Six  in  the  Town  of  Easton,  and 
the  Town  of  Raynham,  all  in 
the  county  of  Bristol. 

Party:  Democrat 

Committees:  House  Ways  and 
Means,  Joint  Ways  and  Means, 
Vice  Chair,  House  Long-Term 
Debt  and  Capital  Expenditures. 

Education:  Bridgewater  Public 
Schools,  Bridgewater  State  Col- 
lege B.S.  Ed.,  '58 

Profession:  Legislator 


Organizations:  Bridgewater 
Veterans,  Inc.,  National  Pilots 
Association,  Massachusetts 
Legislator's  Association 
(lifetime  member),  Bridge- 
water  Democratic  Town  Com- 
mittee 


mm 
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Public  Office:  Park  Commissioner, 
Bridgewater  (1957-1960),  Selectman 
and  Assessor,  Bridgewater  (1964-1967), 
Overseer  of  Public  Welfare,  Bridgewater 
(1964-1967),  Tovm  Moderator,  Bridge- 
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BETTER  WAY  TO  BUILD  SCHOOLS 


'The  state  has  leeway 
under  its  statutory  debt 
service  cap  to  bring  the 
school  building 
assistance  program 
under  its  general 
obligation  umbrella." 


►  SCHOOL  BUILDING 

(continued  from  page  1) 

appropriation  for  traditional 
school  building  assistance  has 
grown  from  $120  million  to 
$411  million.  This  represents 
a  243%  growth  rate.  If  you 
add  the  projects  on  the  grant 
approval  waiting  list,  the  an- 
nual cost  of  the  program  using 


the  traditional  ftinding  method 
exceeds  $  1  billion. 

Bond  rating  agencies  and  the 
citizens  of  the  Common- 
wealth would  agree  that  pay- 
ing for  the  Commonwealth's 
schools  using  state  G.O. 
bonds  is  the  better  way. 


A  MESSAGE  FROM  THE  CHAIR 


►  MESSAGE  FROM  THE 
CHAIR 

(continued from  page  1) 

reached  the  $3  billion  mark. 

Unfortunately,  the  $3  bil- 
lion represents  only  one 
year's  worth  of  the  state's 
obligatory  "credit  card"  pay- 
ments. 

Paying  for  operating  ex- 
penses using  borrowed  money 


is  a  temptation  that  is  reaching 
crisis  proportions.  The  state  can 
no  longer  afford  to  be  a  partner 
in  paying  for  large  capital  pro- 
jects unless  we  structure  the 
debt  to  repay  each  and  every 
project  in  the  cheapest  possi- 
ble way. 

I  trust  my  counterparts  in  the 
Senate  will  join  House  mem- 
bers in  support  of  exploring 


smarter  ways  to  pay  for  ex- 
pensive projects.  The  bond 
rating  agencies  will  commend 
our  efforts  via  a  strong  bond 
rating,  and  the  Common- 
wealth will  save  tens  of  mil- 
lions of  dollars  in  interest 
payments,  or  more,  each  year. 

Together  we  will  repair  the 
symbol  of  the  broken  piggy- 
bank  icon. 
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x\S  reported  by  the  505- 
ton  Globe  in  October  2002, 
analysts  at  Fitch  Ratings 
downgraded  the  bond  rating 
of  the  Massachusetts  Turn- 
pike Authority  (MTA)  two 
points. 

The  rating  fell  from  A  to 
BBB+.  The  downgraded 
bonds,  whichhave  $1.2  bil- 
lion and  $89,ifetbJ3irout- 
standing,  apply  only  to  the 
''^lunpike  east  of  128.  As  a 
result,  the  Massachusetts 
Turnpike  Authority  will  find 
fewer  agencies  walling  to 


lend  them  money  and  it 
will  cost  the  Authority 
more  money  to  refinance 
outstanding  bonds. 

There  were  two  primary 
reasons  for  the  downgrade. 

First,  Mass  Turnpike  de- 
layed toll  increases  and 
instituted  toll  hikes  for  less 
than  what  they  had  pro- 
posed when  they  issued 
their  bonds.  The  new  tolls 
were  intended  to  raise 
about  $60  million  armually 
to  help  pay  off  Big  Dig 
Bonds  but  toll  discounts 
lowered  the  agency's  an- 


ticipated revenue  by  $17.5 
million. 

Second,  the  Authority  failed 
to  find  new  revenues  to  pay 
for  the  Fast  Lane  toll  dis- 
counts. The  toll  increases 
were  authorized  by  the  Legis- 
lature in  1997  to  take  effect 
in  January  2002.  The  MTA 
Board  of  Directors  chose  to 
delay  the  toll  increase  until 
July  2002. 

The  bond  downgrade  does 
not  affect  the  MTA's  ability 
to  pay  off  outstanding  debt.  It 
does  emphasize  the  fact  that 
the  MTA  is  not  on  sound 


financial  footing. 

For  example,  the  MTA  will  have  to 
spend  $44  million  to  $66  million  annu- 
ally to  operate  and  maintain  the  Central 
Artery.  So  far,  the  Authority  has  no 
plan  to  pay  for  upkeep  on  the  new  road. 

Analysts  at  Fitch  Ratings  warned  the 
MTA  not  to  dip  into  the  reserves  of  the 
western  portion  of  the  turnpike.  Its 
bond  rating  remains  at  A+. 

Another  contributing  factor  to  the  de- 
cline in  toll  revenues  is  due  to  the  fact 
that  there  is  less  traffic  on  the  road- 
ways. Since  September  1 1th,  traffic 
volume  on  the  toll  routes  leading  to 
Logan  Airport  is  down  considerably. 


UPDATE: 

THE  MASS  HIGHWAY  EXAMPLE:  PAYING  SALARIES  WITH  BORROWED  MONEY 


Six  p.m.  Monday... 

After  a  long  day  of  work  you 
don't  feel  like  cooking.  You 
take  your  kids  to  the  OHve 


money.  Actual  fiscal  year 
2003  data  indicates  that  Mass 
Highway  shifted  516  ftill- 
time  employees  from  operat- 


Garden  for  dinner.  You  order       ^^^s  to  bond  fiinds.  The 
pasta  for  four  and  your  total    shift  of  5 1 6  fiill-time  employ- 
is  $60.  Instead  of  paying        ees  is  39%  greater  than  ex- 
cash  you  put  it  on  your  credit  pected. 
card.  Over  seven  years  with 
interest  you  wind  up  paying 
$100  for  this  meal.  This 
practice  is  similar  to  what  is 
going  on  at  Mass  Highway. 

An  alarming  75% 
of  Mass  Highway 
employee  salaries 
are  now  paid  for 
with  borrowed 


FTBS 


Mass  Highway  planned  in 
fiscal  year  2003  to  shift  only 
371  fiiU-time  employees  on 
to  the  bond  payroll.  Thirteen 
years  ago,  in  fiscal  year  1990, 


only  15%  of  salaries  were  paid 
with  borrowed  money.  Today, 
75%,  fully  three  out  of  every 
four  employees,  are  fianded 
with  bonds. 

Total  ftill-time  employees  have 
decreased  by  241  versus  last 
October,  due  to  the  early  retire- 
ment initiative.  Mass  Highway 
says  it  "hopes  to  replace"  some 
of  the  employees  in  order  to 
continue  its  state-mandated 
road  and  bridge  program. 


3000 


a  OPBRATING 


The  Committee  is  concerned  that  Mass 
Highway  and  other  agencies  will  aggres- 
sively refill  positions  from  bond  funds. 
This  would  negate  the  purpose  of  the  early 
retirement  package. 

This  trend  toward  issuing  bonds  to  pay 
operating  expenses  has  grown  considerabl> 
over  the  last  13  years.  In  1990,  2,627  Mass 
Highway  employees  were  paid  out  of  the 
operating  budget  while  only  446  were  paid 
by  bond  funds.  In  2003,  439  were  paid  out 
of  the  operating  budget  while  1,375  em- 
ployees were  paid  wdth  borrowed  money. 

From  1993  to 
2003,  on  aver- 
age, per  year, 
168  employees 
were  taken  off 
the  operating 
budget. 

During  that 
same  time  pe- 
riod, on  aver- 
age, per  year, 
72  employees 
were  shifted  to 
bonds. 
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Mission  of  the  Committee: 

"It  shall  be  the  duty  of  the  Committee  on  Long  Term  Debt  and 
Capital  Expenditures  to  review  all  legislation  providing  for  the 

giving,  loaning,  or  pledging  of  the  credit  of 
the  Commonwealth  (see  Article  LXII  of  the 
Amendments  to  the  Constitution,  as 
amended  by  Article  LXXXIV).  Said  Com- 
mittee shall  be  responsible  for  evaluating 
such  legislation  and  determining  the  appro- 
priateness of  enacting  new  legislation  con- 
taining increased  bond  authorizations  for  the  Commonwealth." 

-Rule  17D  of  House  Rules 
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BONDS  &  BOND  RATINGS 


Q:  What  is  a  bond  ? 

A:  A  bond  is  a  security  that  a 
government  or  corporation 
issues  as  a  way  to  borrow 
money.  The  state  issues  bonds 
through  an  underwriter  who 
will  sell  the  bonds  to  inves- 
tors. Investors  buy  the  bonds 
and  the  purchase  money  goes 
to  the  state.  The  state  or  other 
issuer  must  repay  the  purchas- 
ers the  principal  (the  face 
amount  of  the  bond)  by  the 
maturity  date  of  the  bond.  The 
issuer  also  must  make  interest 
payments  to  bondholders, 
generally  twice  each  year. 


Q:  What  is  a  bond  rating?       BOND  BILLS 


A:  Certain  companies,  such 
as  Moody's  Investor  Service, 
issue  ratings  of  the  govern- 
ments and  companies  that 
issue  bonds.  The  ratings  are 
an  assessment  of  the  credit- 
worthiness of  bond  issuers, 
much  like  individuals  are 
rated  on  their  credit  reports. 

The  ratings  tell  an  investor 
with  one  designation  ("AAA" 
being  the  best  rating  for 
Moody's)  how  likely  the  is- 
suer will  be  able  to  pay  the 
principal  and  interest  on  its 
bonds  in  full  and  on  time. 


During  the  2001-2002 
legislative  session,  the 
Legislature  passed  into 
law  $3.2  billion  in  new 
bond  bills,  as  follows: 

-  $799.3  million  for 
Capital  Facility  Improve- 
ments &  Repairs. 

-  $753.9  million  for  En- 
vironmental Affairs  & 
SRF. 

-  $508.5  million  for  a 
housing  bond  bill. 

-  $463.2  million  for 
Chapter  90  and  Roads. 


-  $260  million  for  the 
Central  Artery  Project  & 
MBTA  F.F. 

The  state  can  only 
spend  $1.2  billion  a  year 
on  projects  authorized  in 
bond  bills.  Including  the 
above,  the  state  has 
$1 1.3  billion  of  capital 
projects  on  the  books.  It 
would  take  9.5  years  to 
spend  all  of  the  bond 
authorizations. 

Bond  bills  are  subject 
to  legislative  review  and 
oversight  and  subse- 
quently issued  by  the 
Governor. 


-  $300  million  for  IT. 
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Special  points  of  interest: 

•  Rainy  Day  Fund  proposed 
for  Mass.  Constitution. 

•  The  other  Green  Monster 
in  Boston  is  token  down. 

•  New  Convention  Center 
now  open. 


Rep.  Marie  J.  Parents 


The  Committee  on  Long-Term 
Debt  and  Capital  Expenditures 
conducted  its  annual  Capital 
Hearings  this  past  March,  re- 
ceiving valuable  testimony 
from  state  officials  on  various 
subjects  of  interest  to  members. 

House  Rule  17D  requires 
that  the  committee  conduct 
annual  hearings  to  review  the 
status  of  bonds  and  notes  in  the 
form  of  general  obligation 
debt,  dedicated  income  tax  debt 
and  special  obligation  debt.  It 
also  reviews  the  state's  bonding 
practices  and  the  Common- 
wealth's liabilities  relative  to 
(a)  state-supported  debt;  (b) 
state-guaranteed  debt;  and  (c) 
indirect  obligations. 

The  proposed  Turnpike 
merger  was  a  major  topic  of 
discussion  as  Secretary  for 
Administration  and  Finance 
Eric  Kriss  answered  questions 
about  the  initiative. 
♦  Rep.  Marie  J.  Parente,  who 
serves  on  the  Special  Commis- 
sion on  Transportation  Restruc- 
turing, told  Secretary  Kriss  that 
the  proposed  merger  would  add 
to  the 

(continued  on  Page  3) 


(I  to  R)  State  Highway  Commissioner  John  Cogliano,  Undersecretary  for  Administration 
ond  Finance  Henry  Swiniarslcy,  and  Transportation  Secretary  Daniel  Grabauslcas. 


(L  to  R)  Chair  Rep.  Marie  J.  Parente,  Vice-Chair  Rep.  David  Flynn,  Rep.  Suson  Pope. 


Message  from  the  Chair 

Rep.  Marie  J.  Parente 


As  the  Legislature  com- 
pleted work  on  the  FY  2005 
state  budget,  the  Committee 
on  Long-Term  Debt  and 
Capital  Expenditures  played 
a  vital  role  in  determining 
how  much  debt  may  be  as- 
sumed  by   the  Common- 


wealth during  the  upcoming 
fiscal  year.  Conducting  the 
annual  capital  hearings  was 
part  of  that  process. 

Members  gained  valuable 
information  about  current 
and  future  capital  projects 
fi'om  various  state  agencies, 


asking  tough  and  insightfiil 
questions  of  administration 
officials  who  testified. 

The  committee  also  con- 
tinues to  closely  monitor 
various  public  projects  in- 
cluding the 

(continued  page  2) 
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Member  profile:  Rep. Byron  Rushing 


Committee  News 


•  Visitors  to  Boston  may 
have  noticed  the  gradual 
disappearance  of  the 
other  "Green  Monster": 
the  elevated  Central 
Artery  highway  structure 
that  has  separated  the 
North  End  neighborhood 
from  the  rest  of  the  city 
for  50  years.  The  re- 
moval of  the  highway  is 
one  of  the  final  stages  of 
the  Big  Dig  project.  The 
original  Green  Monster 
(left  field  wall)  will  remain 
in  Fenway  Park  for  all 
Red  Sox  fans  to  enjoy. 


•  Contractors  are  putting 
the  finishing  touches  on 
the  $900  million  Boston 
Convention  and  Exhibi- 
tion Center.  The  1.7  mil- 
lion square  foot  meeting 
hall  opened  in  June.  In 
terms  of  square  footage, 
it  is  the  largest  building 
in  New  England.  Learn 
more  about  the  new  Con- 
vention Center  online  by 
visiting  their  web  site  at 
www.mccahome.com . 


Rep.  Byron  Rushing 

Rep.  Byron  Rushing  (D- 

Boston)  was  elected  to  the 
Massachusetts  House  of 
Representatives  in  1982. 
He  came  to  the  House  from 
a  background  of  community 
organization,  and  serves  the 
South  End,  the  Fenway,  and 
Lower  Roxbury  neighbor- 
hoods of  Boston  as  well  as  a 
portion  of  Cambridge.  He  is 
the  third-ranking  member  of 
the  House  Committee  on 
Long  Term  Debt  and  Capi- 
tal Expenditures. 

Rep.  Rushing 's  priorities 
are  human  and  civil  rights; 
human,  economic  and  hous- 
ing development,  and  af- 
fordable health  care  for  all. 

He  was  an  original  spon- 
sor of  the  1989  gay  rights 
law  and  the  chief  sponsor  of 


the  law  to  end  discrimina- 
tion on  the  basis  of  sexual 
orientation  in  public 
schools.  He  opposes  the 
restoration  of  the  death  pen- 
alty in  Massachusetts  and 
favors  a  nation-wide  mora- 
torium on  executions.  He 
also  leads  the  effort  for  size 
acceptance  and  anti- 
discrimination on  the  basis 
of  height  and  weight. 

Rep.  Rushing  supports  the 
Washington  Street  Corridor 
Coalition  and  the  fight  to 
restore  a  viable  transporta- 
tion system  along  a  revital- 
ized Washington  Street.  He 
has  also  helped  secure  the 
construction  of  360  afford- 
able housing  units  in  the 
South  End  neighborhood. 

He  was  the  chief  sponsor 
of  the  healthcare  reform  law 
ending  pre-existing  condi- 
tion refusals  by  insurance 
companies.  He  is  a  chief 
sponsor  of  legislation  for 
needle  exchange  programs 
and  over-the-counter  sale  of 
sterile  needles. 

Bom  in  New  York  City, 
Rep.  Rushing  has  lived  in 


Boston  since  1964.  During 
the  1960s  he  was  active  in 
the  civil  rights  movement. 

From  1972  to  1985,  he 
was  President  of  the  Mu- 
seum of  Afro-American 
History.  Under  his  direction, 
the  Museum  of  Afro- 
American  History  pur- 
chased and  began  the  resto- 
ration of  the  African  Meet- 
ing House,  the  oldest  black 
church  building  still  stand- 
ing in  the  nation. 

An  active  Episcopal  lay- 
man, Rep.  Rushing  is  a 
member  of  the  St.  John's  St. 
James'  Parish,  Roxbury.  He 
is  a  Lecturer  in  Studies  in 
Contemporary  Society  at  the 
Episcopal  Divinity  School 
in  Cambridge. 

During  his  time  in  Bos- 
ton, Rep.  Byron  Rushing 
has  worked  for  and  with 
community-based  organiza- 
tions. He  serves  with  an 
understanding  of  the  history 
of  poor  and  working  class 
people  and  with  a  belief  in 
democratic  citizen  control. 
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State  House,  Boston 


Central  Artery/Third  Harbor 
Tunnel  (Big  Dig),  the  Bos- 
ton Convention  and  Exhibi- 
tion Center,  Route  3 -North 
expansion,  and  the  school 
building  assistance  program. 

The  committee  is  commit- 
ted to  policies  that  effec- 
tively reduce  the  total  debt 
burden  on  Massachusetts 
taxpayers,  as  it  allows  the 
state  to  devote  more  re- 
sources to  existing  programs 
and  services. 

Ongoing  efforts  to  cap  the 


amount  of  new  debt  issued 
each  year,  de-authorize  in- 
active capital  accounts,  and 
carefiilly  administer  existing 
debt  are  having  a  positive 
effect.  Wall  Street  looks 
favorably  upon  states  that 
manage  their  finances  well, 
resulting  in  better  bond  rat- 
ings and  lower  interest  pay- 
ments. 

In  another  positive  move, 
House  Speaker  Thomas 
Finneran  has  proposed  an 
amendment  to  the  state's 


Constitution  mandating  that 
money  be  set  aside  each  year 
in  the  "Rainy  Day  Fund"  to 
offset  future  fiscal  downturns. 
The  use  of  such  reserves  has 
helped  the  state  endure  the 
current  fiscal  crisis  without 
resorting  to  tax  increases. 

The  committee  will  con- 
tinue to  ask  tough  questions 
and  seek  definitive  answers 
as  we  work  to  secure  a  fis- 
cally sound  future  for  our 
Commonwealth. 
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CAPITAL  HEARINGS 

state's  existing  debt,  and 
expressed  concern  over  us- 
ing the  projected  savings  for 
anything  other  than  trans- 
portation. 

♦  Committee  Vice- 
Chairman  Rep.  David 
Flynn  of  Bridgewater  also 
questioned  how  the  Admini- 
stration expected  to  achieve 
such  savings,  given  the  ex- 
isting debt  obHgations.  A 
related  issue  involved  the 
ability  of  the  Highway  De- 
partment to  manage  the  new 
Central  Artery  tunnel  and 
highway  system. 

♦  Secretary  of  Transporta- 
tion Daniel  Grabauskas 
and  Highway  Commissioner 
John  Cogliano  highlighted 
the  Governor's  Transporta- 
tion Bond  bill,  and  testified 
in  favor  of  merging  the 
Massachusetts  Turnpike 
Authority  with  the  Highway 
Department. 

♦  Rep.  Parente  also  ques- 
tioned the  use  of  bond 
money  by  the  state  Highway 
Department  to  pay  certain 
personnel  costs.  Secretary 
Grabauskas  said  that  bor- 
rowing money  to  pay  such 
expenses  was  "sub-optimal" 
but  said  they  needed  the 
staff  to  complete  the  Central 
Artery  project.  A  plan  to  use 
$35  million  in  "excess" 
Registry  of  Motor  Vehicles 
fees  would  shift  464  staff 
from  the  capital  budget  to 
the  operating  budget  begin- 
ning in  2006. 

♦  Supreme  Judicial  Court 
Chief  Justice  Margaret  H. 
Marshall  and  Chief  Justice 
for  Administration  and 
Management  Robert  A. 
Mulligan  testified  on  behalf 
of  a  capital  spending  plan  to 
build  or  renovate  court 
houses  in  Massachusetts. 


FROM    PAGE  1 

Less  than  half  the  money 
authorized  for  capital  im- 
provements has  been  re- 
leased. This  limits  the  num- 
ber of  court  houses  that  can 
be  built  or  renovated  in  any 
given  year.  Rep.  Parente 
said  she  and  other  legisla- 
tors would  provide  whatever 
assistance  possible  to  im- 
prove the  comts. 

Justice  Mulligan  also 
spoke  regarding  a  project 
designed  to  electronically 
link  all  courts  in  Massachu- 
setts with  essential  criminal 
and  financial  databases. 

Officials  from  the  Divi- 
sion of  Capital  Asset  Man- 
agement and  Maintenance 
answered  questions  about 
the  sale  of  state  property 
and  use  of  auctions. 

♦  Robert  C.  Maier,  Direc- 
tor of  the  Board  of  Library 
Commissioners,  announced 
that  their  capital  spending 
plan  will  allow  for  a  new 
round  of  public  library  con- 
struction grants  to  be 
awarded  next  year. 

Officials  from  the  Infor- 
mation Technology  Divi- 
sion told  the  committee  that 
several  major  projects,  in- 
cluding a  new  state  account- 
ing system,  represent  the 
bulk  of  the  capital  plan. 

♦  Jack  Wilson,  President 
of  the  University  of  Massa- 
chusetts, described  a  pro- 
posed $1.27  billion  capital 
spending  plan  for  the  5  cam- 
puses, half  of  which  would 
pay  for  deferred  mainte- 
nance. He  told  members  that 
UMass-Dartmouth  was 
nearing  completion  on  a 
new  science  center. 

Plans  for  residential 
housing  at  UMass-Boston 
are  on  hold  pending  a  study 
of  potential  effects  on  the 
local  neighborhood. 


♦  Director  Jane  Gumble  of 

the  Department  of  Housing 
and  Community  Develop- 
ment said  her  priorities  in- 
clude focusing  on  the  "Fix  it 
First"  concept  to  repair  and 
renovate  public  housing  and 
continued  funding  of  the 
community  development 
action  grant  program. 

♦  Secretary  of  Environ- 
mental Affairs  Ellen  Roy 
Herzfelder  highlighted  on- 
going efforts  to  incorporate 
so-called  "smart  growth" 
principles  into  policies  and 
procedures,  noting  that  pri- 
ority for  grant  funding  is 
being  given  to  communities 
that  embrace  smart  growth. 

♦  Secretary  of  Public  Safety 
Edward  Flynn  spoke  re- 
garding a  $21  million  capi- 
tal spending  plan,  including 
$12  million  for  500  new 
State  Police  cruisers  this 
year.  The  program  is  part  of 
a  5  year,  $60  million  re- 
placement program.  The 
state  will  purchase  more 
automatic  defibrillators  as 
part  of  a  grant  program  to 
cities  and  towns.  He  also 
updated  members  on  local 
Homeland  Security  efforts 
to  provide  assistance  to  cit- 
ies and  towns. 

♦  A  discussion  with  the 
Massachusetts  Taxpayers 
Foundation  ended  the  final 
day  of  public  hearings  with 
Michael  Widmer,  President 
of  the  MTF,  telling  mem- 
bers that  the  Common- 
wealth still  faces  several 
fiscal  challenges. 

The  Foundation  released 
a  study  on  the  Governor's 
proposal  to  merge  the  Mass. 
Turnpike  Authority  with  the 
State  Highway  Department. 


The  study  examined  vari- 
ous financial  issues  and  how 
the  state  coordinates  all  of 
its  transportation  elements. 
The  report  asked  whether 
the  projected  savings  of  $20 
million  could  be  realized, 
and  how  a  merger  would 
affect  the  completion  of  the 
Big  Dig  and  operation  of  the 
state's  highway  system. 

Some  other  major  issues 
considered  by  the  commit- 
tee included  the  Executive 
Administration's  concept  of 
"Fix-it-First",  and  the  status 
of  efforts  to  de-authorize 
accounts  which  have  been 
approved  but  not  yet  issued 
after  a  certain  length  of 
time. 

Another  related  topic  was 
the  current  status  of  previ- 
ously authorized  bond  bills. 
Legislation  authorizes  cer- 
tain projects  and  activities 
over  a  period  of  several 
years.  The  committee  moni- 
tors the  progress  of  these 
projects  to  determine  how 
taxpayer  fionds  are  being 
expended  over  time. 

Currently  the  staff  is  pre- 
paring a  report  summarizing 
the  hearing  proceedings  and 
also  other  activities  of  the 
committee  during  the  past 
year.  The  report  will  include 
a  list  of  bills  considered  by 
the  committee,  as  well  as  a 
summary  of  the  Common- 
wealth's fiscal  outlook  and 
capital  spending  obligations. 
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Mission  of  the  Committee: 

"//  shall  be  the  duty  of  the  Committee  on  Long 
Term  Debt  and  Capital  Expenditures  to  review  all 
legislation  providing  for  the  giving,  loaning,  or 
pledging  of  the  credit  of  the  Commonwealth  (see 
Article  LXII  of  the  Amendments  to  the  Constitution, 
as  amended  by  Article  LXXXIV).  Said  Committee 
shall  be  responsible  for  evaluating  such  legislation 
and  determining  the  appropriateness  of  enacting 
new  legislation  containing  increased  bond  authori- 
zations for  the  Commonwealth. " 


Long  Term  Debt  Notes 


The  House  passed  a  Court 
House  Bond  Bill  containing 
$1.2  billion  to  repair  and  con- 
struct new  court  buildings.  The 
spending  plan  will  make  court 
system  more  secure  and  acces- 
sible for  clients,  judges,  employ- 
ees and  general  public. 

Also  approved  was  a  $1,228 
billion  Transportation  Bond  Bill 

for  improvements  to  roads, 
bridges,  public  transportation 
and  related  infrastructure.  The 
bill  includes  $897  million  gen- 
eral obligation  bond  issue. 

School  Building  Assistance  — 

The  House  approved  a  major 
reform  of  school  construction 
financing,  creating  a  special 
authority  to  oversee  and  pay  for 
school  construction. 

Existing  projects  will  be  paid 
over  three  years,  and  towns  will 
be  able  to  borrow  only  their  own 
share  of  the  cost,  rather  than 


bonding  for  the  entire  amount. 
This  new  method  will  save  both 
time  and  money  for  the  state 
and  the  municipalities. 

GLOSSARY  OF  TERMS: 

Authorized  but  un-issued  debt 

The  Legislature  authorizes 
bonds.  The  Executive  Branch 
decides  what  is  spent  or  issued. 

Currently,  there  is  $8.3  billion  in 
authorized  but  un-issued  debt. 

The  Executive  Branch  has  a 
self-imposed  capital  spending 
cap  (general  obligation  bonds) 
of  $1.25  billion  per  year.  There 
is  now  6  and  a  half  years'  worth 
of  such  debt  on  the  books. 

The  committee  works  to  re- 
duce the  amount  of  authorized 
but  un-issued  debt,  in  effect 
cutting  up  the  state's  "credit 
card"  to  avoid  spending  more 
than  the  Commonwealth  can 
afford  to  re-pay. 
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"Money  never  made  a  man 
happy  yet,  nor  will  it.  There  is 
nothing  in  its  nature  to  pro- 
duce happiness.  The  more  a 
man  has,  the  more  he  wants. 
Instead  of  filling  a  vacuum,  it 
makes  one." 

-  Benjamin  Franklin 


!  Special  points  of  interest: 

j 

I  •  Big-Dig  subject  of  hearing 

! 

;  •  Rte  3-North  project  update 

i 
j 

i  •  Pension  obligation  bonds: 
i      boon  or  bust  for  towns? 


School  Building  Assistance  modernized 


The  Legislature,  working  with  the  State 
Treasurer,  enacted  a  new  law  containing 
the  most  sweeping  reforms  in  the  state's 
56-year-old  school  building  assistance 
program.  These  changes  will  save  tax- 
payers millions  of  dollars  in  interest 
charges  and  bond  payments  while  ensur- 
ing that  our  schoolchildren  have  the  best 
facilities. 

Under  the  old  school  building  assis- 
tance (SBA)  program,  the  Common- 
wealth provided  cities,  towns  and  school 
districts  with  grants  disbursed  in  install- 
ments over  a  period  of  time,  usually  20 
years.  Local  communities  were  required 
to  issue  short-term  notes  for  the  entire 
project  cost,  and  received  reimburse- 
ments from  the  state  between  50  and  90 
percent  of  that 

(continued  on  Page  3) 


The  School  Building  Assistance  reform  low  marks  the 
first  major  change  in  this  state  program  since  1  948. 


Message  from  the  Chair 

Rep.  Marie  J.  Parente 


Rep.  Marie  J.  Parente 

Within  the  past  18  years, 
municipal  governments  both 
here  in  Massachusetts  and 
across  the  nation  have  been 
experimenting  with  the  use 
of  pension  obligation  bonds 
(POBs)  in  an  attempt  to  meet 


unfiinded  pension  liabilities. 
The  use  of  this  method  has 
spurred  a  debate  over 
whether  and  when  to  issue 
such  bonds. 

An  unfunded  pension 
liability  is  the  "gap  between 
what  has  been  promised  to 
retirees  and  what  is  likely  to 
be  available  to  meet  those 
promises,"  according  to  an 
article  published  in  the  Gov- 
ernment Finance  Review 
("Risky  Business?  Evaluat- 
ing the  Use  of  Pension  Obli- 
gation Bonds"  by  James 
Bumham,  June  2003). 

On  the  surface,  POBs 
look  attractive  to  municipal 


and  state  officials  eager  to 
reduce  their  unfimded  liabil- 
ity without  draining  scarce 
budget  resources.  The  pros- 
pect of  saving  a  significant 
amount  of  cash  by  borrow- 
ing the  required  amount 
instead,  can  help  balance  the 
books  and  reduce,  the  un- 
funded liability.  But  at  what 
cost? 

One  controversial  prac- 
tice involves  arbitrage — the 
investment  of  bond  pro- 
ceeds in  higher  risk  securi- 
ties in  order  to  make  a 
"profit"  on  the  bond  issu- 
ance. This  method 

(continued  on  next  page) 


Volume  2,  Issue  2 

Member  profile:  Rep.  James  Marzilli 


Committee  News 

•  Rep.  Thomas  George.  R- 
Yarmouth,  is  retiring  from 
the  House  of  Representa- 
tives. He  had  served  as  a 
member  of  the  commit- 
tee during  this  past  legis- 
lative session. 

•  The  committee  drafted 
and  filed  legislation  to 
establish  a  special  com- 
mission to  study  issues 
and  make  recommenda- 
tions relative  to  "offshore 
out-sourcing"  of  state 
contracts. 

•  The  committee  con- 
ducted a  special  hearing 
to  investigate  the  state's 
procurement  practices, 
and  issued  a  preliminary 
report  on  this  subject  this 
past  December.  The  re- 
port highlights  question- 
able practices  which 
affect  Massachusetts 
companies.  Testimony  is 
still  being  received  by  the 
committee,  and  a  final 
report  will  be  issued 
within  the  next  few 
months. 

The  full  text  of  the  report 
can  be  viewed  on  the 
committee  page  at  Rep. 
Parente's  web  site, 
www.marieparente.com . 


State  House,  Boston 


Rep.  James  Marzilli 


Rep.  James  Marzilli  (D- 

Arlington)  is  in  his  sixth 
term  in  the  Massachusetts 
House  of  Representatives, 
representing  Arlington  and 
West  Medford.  He  is  one  of 
the  state's  leading  advocates 
for  working  families,  pro- 
gressive tax  reform,  the 
environment  and  a  sustain- 
able energy  policy. 

Rep.  Marzilli  organized 
the  Working  Family 
Agenda,  a  statewide  coali- 
tion advocating  for  the 
needs  of  Massachusetts' 
working  families.  He  led  the 
successful  fights  that  gave 
Massachusetts  the  highest 
minimum  wage  in  the  na- 


carries  an  inherent  risk, 
however.  The  practice  only 
works  if  the  return  on  in- 
vestment exceeds  the  inter- 
est rate  of  the  bonds  that 
were  issued.  Furthermore, 
timing  is  critical,  as  changes 
in  the  stock  market  will 
have  a  significant  impact  on 
such  investments. 

As  the  magazine  article 
pointed  out,  such  practices 
also  fail  to  address  the  rea- 
son for  the  shortfall.  Fur- 
thermore, contractual  agree- 
ments with  public  employee 
unions,  and  legislative  ini- 
tiatives,   can    add  well- 


tion,  expanded  the  earned 
income  tax  credit,  provided 
tax  relief  for  low-income 
seniors  paying  high  property 
taxes,  and  restored  the  capi- 
tal gains  tax. 

He  was  named 
"Legislator  of  the  Year"  by 
the  Environmental  League  of 
Massachusetts  in  2001.  He 
wrote  the  law  banning  the 
sale  of  toxic  mercury  ther- 
mometers, and  authored  leg- 
islation to  create  a  Green 
Building  Tax  Credit  and  a 
"gas  pig"  tax  to  create  a 
sliding  scale  vehicle  sales 
tax  based  upon  a  vehicle's 
energy  efficiency.  At  the 
local  level,  he  organized  the 
"Green  Streets,  Green  Cit- 
ies" program  to  restore  urban 
green  areas. 

Rep.  Marzilli  wrote  the 
laws  that  abolished  Middle- 
sex County,  restored  funding 
to  the  state's  voluntary 
school  desegregation  pro- 
gram and  equalized  voca- 
tional school  finance.  He  is 


deserved  yet  costly  benefits 
to  existing  or  ftiture  pensions. 
The  use  of  POBs  does  noth- 
ing to  either  decrease  such 
benefits  (which  is  not  politi- 
cally feasible)  or  increase  the 
payments  to  pension  funds  to 
reduce  liabilities. 

Despite  the  concerns 
raised  by  the  news  article,  the 
House  Committee  on  Long- 
Term  Debt  and  Capital  Ex- 
penditures recognizes  that 
POBs  can  be  a  valuable  fi- 
nancial tool  for  certain  cities 
and  towns  in  the  Common- 
wealth. The  Committee  care- 
fully examines  the  particular 


the  convener  of  the  Work- 
ing Group  on  Corporate 
Responsibility  and  Pension 
Funds. 

Rep.  Marzilli  is  also 
active  in  national  issues 
including  income  equality, 
energy  conservation,  foreign 
trade,  urban  forestry  and 
sustainable  economic  devel- 
opment. 

He  serves  on  the  Legis- 
lature's Committees  on  Fed- 
eral Financial  Assistance, 
Local  Affairs  and  Regional 
Government,  and  Long- 
Term  Debt  and  Capital  Ex- 
penditures. He  represents 
Arlington  at  the  Interna- 
tional Council  on  Local 
Environmental  Issues  and 
its  program  on  Cities  for 
Climate  Protection.  He  is  on 
the  Board  of  Directors  of 
the  Massachusetts  Budget 
and  Policy  Center  and  the 
New  England  Wild  Flower 
Society.  He  drives  to  these 
meetings  in  his  gas/electric 
hybrid  car.  ■ 


financial  situation  of  each 
municipality  proposing  the 
use  of  pension  obligation 
bonds,  and  issues  recommen- 
dations on  the  passage  of  spe- 
cial legislation  based  upon 
the  needs  of  the  city  or  tovra. 

Used  wisely,  POBs  can 
allow  local  officials  to  ad- 
dress their  unfianded  pension 
liability  while  reducing  the 
use  of  short-term  cash  assets 
which  may  be  needed  for 
other  government  programs. 

The  committee  will  con- 
tinue to  review  proposals  for 
the  use  of  pension  obligation 
bonds  where  appropriate.  ■ 
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School  Building  Assistance  from  page  i 


cost.  The  grants  included 
interest  the  municipalities 
had  paid  on  their  short-term 
borrowings. 

Several  factors  caused 
lawmakers  and  local  offi- 
cials to  seek  a  change  in  the 
program.  Among  the  prob- 
lems cited  were  the  need  to 
bond  the  entire  project  cost, 
inadequate  oversight  by 
state  officials  into  project 
costs,  a  severe  backlog  of 
projects  to  be  funded,  and 
the  growth  in  the  total 
budget  for  the  program. 
Currently  the  cost  of  fund- 
ing all  425  projects  on  the 
waiting  list  is  estimated  to 
be  at  least  $4  billion. 

The  program  had  be- 
come a  budget-buster.  Law- 
makers including  Rep. 
Marie  J.  Parente,  former 
House  Speaker  Thomas 
Finneran,  House  Ways  and 


Means  Chairman  John 
Rogers,  House  Majority 
Whip  Rep.  Lida  Harkins, 
and  Rep.  Marie  St.  Fleur, 
Chair  of  the  Education 
Committee,  had  been  work- 
ing for  several  years  to  ad- 
dress the  issue.  A  temporary 
moratorium  on  new  school 
projects  was  implemented  to 
slow  the  growth  of  spending 
and  give  policymakers  time 
to  find  a  solution. 

The  latest  state  fiscal 
downturn  brought  the  issue 
back  to  the  table  and,  with 
the  assistance  of  State 
Treasurer  Tim  Cahill,  legis- 
lation was  drafted  to  create 
a  new  system  of  funding 
school  construction. 

The  new  law.  Chapter 
208  of  the  Acts  of  2004, 
created  the  Massachusetts 
School  Building  Authority. 
It  is  composed  of  seven 


members  (the  Treasurer, 
Secretary  for  Administra- 
tion and  Finance,  Education 
Commissioner,  and  4  others 
appointed  by  the  Treasurer). 
The  Authority  will  act  inde- 
pendently to  pay  grants  for 
existing  projects  on  the 
waiting  list,  accept  new 
projects  on  or  after  July  1, 
2007  and  adopt  new  stan- 
dards designed  to  reduce 
costs  while  providing  qual- 
ity educational  facilities  for 
students,  teachers  and  staff 

For  future  projects,  the 
grant  reimbursement  per- 
centages will  range  from  40 
to  80%.  The  Authority 
could  approve  up  to  $500 
million  in  spending  in  any 
given  year,  an  amount  that 
may  increase  no  more  than 
4.5  percent  per  year. 

Cities,  towns  and  school 
districts  would  only  have  to 


borrow  their  own  share  of 
the  total  project  cost.  Mu- 
nicipalities could  issue  and 
renew  temporary  notes  in 
anticipation  of  the  receipt  of 
funds  from  the  state.  The 
state  will  make  one-time 
payments  for  actual  project 
costs  only,  and  will  no 
longer  reimburse  municipal 
borrowing  costs. 

The  state  issued  $500 
million  in  20-year  bonds  to 
allow  the  Authority  to  con- 
tinue making  payments  to 
cities  and  towns.  An  addi- 
tional $400  million  has  been 
transferred  into  the  School 
Building  Assistance  Trust, 
along  with  $150  million  for 
the  Authority  to  begin  work. 

Funding  for  the  program 
will  come  fi"om  a  portion  of 
existing  sales  tax  revenue. 


Brockton's  bright  idea  transforms  brownfields  site 


The  Committee  favora- 
bly reported  out  House  bill 
number  5098  on  September 
29.  The  bill  authorizes  the 
City  of  Brockton  to  borrow 
up  to  $2  million  to  construct 
a  solar  energy  generating 
facility. 

The  Committee  encour- 
ages creative  capital  pro- 
jects such  as  this  one  that 
utilizes  an  otherwise  unus- 
able brownfields  site. 

The  solar  park  will  even- 
tually generate  1  megawatt 
of  photovoltaic  electricity. 
The  first  phase  will  produce 
500  kilowatts  and  the  total 
cost  of  the  project  is  esti- 
mated to  be  $3.6  million. 

Funding  will  be  secured 
through  a  combination  of 
grants,  a  land  sale,  and  debt 


issuance  by  the  city.  More 
importantly,  the  facility  is 
expected  to  generate  posi- 
tive cash  flow  immediately. 
The  profits  will  then  be  re- 
invested to  install  additional 
capacity. 

This  project  is  an  excel- 
lent example  of  a  town 
thinking  "outside  the  box" 
to  transform  a  burdensome 
liability  (brownfields  par- 
cel) into  a  productive,  envi- 
roimientally  clean,  revenue 
generating  asset.  ■ 


Route  3-North  expansion;  Big  Dig  updates 


After  four  years  of  con- 
struction at  a  cost  of  $385 
million,  the  Route-3  North 
expansion  project  is  nearing 
completion.  The  work  was 
performed  by  Modem  Con- 
tinental using  a  design-build 
method  which  also  capped 
the  Commonwealth's  costs. 

Three  lanes  of  traffic  in 
each  direction  are  now 
open,  and  47  bridges  have 
been  replaced. 

The  project  is  expected 
to  alleviate  traffic  conges- 
tion, reduce  accidents,  and 
serve  a  number  of  ongoing 
and  future  developments 
along  Route  3. 

The  Central  Artery  / 
Third  Harbor  Tunnel  Pro- 
ject continues  to  progress. 


although  reports  of  leaking 
tunnels  have  overshadowed 
milestones  in  the  project's 
history,  including  the  open- 
ing of  the  Ted  Williams 
tunnel  and  demolition  of  the 
elevated  roadway  which 
separated  the  North  End 
from  the  rest  of  Boston. 

State  officials  testified 
before  lawmakers  at  the 
State  House  on  December  2, 
responding  to  allegations 
that  the  project  was  not 
properly  supervised.  The 
Joint  Committee  on  Trans- 
portation, led  by  House 
Chairman  Joseph  Wagner 
and  Senate  Chairman  Ste- 
ven Baddour,  is  trying  to 
determine  why  the  leaks 
occurred  in  the  first  place.  ■ 
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"An  investment  in  knowledge  always 
pays  the  best  interest. " 

-  Benjamin  Franklin 
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Marie  J.  Parente  (D-Milford),  Chair 

David  L.  Flynn  (D-Bridgewater),  Vice-Chair 

Byron  Rushing  (D-Boston) 

Frank  M.  Hynes  (D-Marshfield) 

J.  James  MarzilU  (D-ArUngton) 

Jay  R.  Kaufman  (D-Lexington) 

Harriett  L.  Stanley  (D-West  Newbury) 

Jennifer  M.  Callahan  (D-Sutton) 

Robert  K.  Coughlin  (D-Dedham) 

Susan  W.  Pope  (R-Wayland) 

Thomas  George  (R-Dennis) 


Committee  and  newsletter  staff: 

Atty.  Jay  Newsome,  Director  of  Financial  and  Legal  Affairs 
Robert  Azrin,  Senior  Financial  Analyst 
Geoff  Richelew,  Director  of  Special  Projects 

Mission  of  the  Committee: 

"//  shall  be  the  duty  of  the  Committee  on  Long  Term  Debt 
and  Capital  Expenditures  to  review  all  legislation  providing  for 
the  giving,  loaning,  or  pledging  of  the  credit  of  the  Common- 
wealth (see  Article  LXII  of  the  Amendments  to  the  Constitution, 
as  amended  by  Article  LXXXIV).  Said  Committee  shall  be  re- 
sponsible for  evaluating  such  legislation  and  determining  the 
appropriateness  of  enacting  new  legislation  containing  in- 
creased bond  authorizations  for  the  Commonwealth.  " 


Long-Term  Debt  Notes 


Recent  committee  activity: 

Chapter  489  of  the  Acts  of 
2004  increases  the  borrowing 
limit  of  the  Milford  Geriatric 
Authority  from  $  1 0  million  to 
$25  million.  The  bill  was  re- 
ported favorably  by  the  com- 
mittee on  October  14.  It  was 
subsequently  enacted  on  Dec. 
30  and  signed  by  Gov.  Mitt 
Romney  on  January  6. 

H.5108— relative  to  the 
terms  of  certain  bonds  to  be 
issued  by  the  Common- 
wealth, was  heard  on  Novem- 
ber 1 5  and  referred  to  the 
House  Committee  on  Ways 
and  Means.  The  bill  specifies 
the  terms  of  bonds  that  will  be 
issued  for  school  building 
assistance,  low  income  tax 
credits,  court  house  and  trans- 
portation bond  bills. 

H.4044 — authorizes  the 


commissioners  of  Norfolk 
County  to  borrow  money  for 
renovating  and  expanding  a 
golf  course  in  Quincy.  On 
December  20,  the  committee 
gave  the  bill  a  favorable  rec- 
ommendation and  it  was  re- 
ferred to  the  House  Commit- 
tee on  Ways  and  Means. 

Chapter  366  of  the  Acts  of 
2004  authorizes  the  Town  of 
Pembroke  to  borrow  up  to 
$600,000  over  20  years  for 
costs  of  withdrawing  from  the 
Silverlake  Regional  School 
District. 

Chapter  291  of  2004  pro- 
vides $10  million  for  elderly 
and  disabled  transportation. 

Chapter  398  of  2004  au- 
thorizes the  Town  of  East 
Longmeadow  to  borrow  up  to 
$  1 .4  million  to  purchase 
modular  classrooms. 


